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ABSTRACT 

This instructor guide for a unit on locating a 
business in the PACE (Program for Acquiring Competence in 
Entrepreneurship) curriculum includes the full text of the student 
module and lesson plans, instructional suggestions, and other teacher 
resources. The competencies that are incorporated into this module 
are at Level 2 of learning — planning for a business in one's future. 
Included in the instructor's guide are the following: unit 
objectives, guidelines for using PACE, lists of teaching suggestions 
for each unit ob j ect ive/subob j ect ive , model assessment responses, and 
overview of the three levels of the PACE program. The following 
materials are contained in the student's guide: activities to be 
completed in preparation for the un't, unit objectives, student 
reading materials, individual and group learning activities, case 
study, discussion questions, assessment questions, and references. 
Among the topics discussed in the unit are the following: appropriate 
business locations, factors in selecting business sites, advantages 
and disadvantages of differ en t types of locations, and steps in 
selecting a business site. (KC) 
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Objectives: 



Determine appropriate business locations. 



Identify factors to be considered when selecting 
business sites for specific types of businesses. 



• Determine advantages and disadvantages of different 
types of business locations. 



Determine steps involved in selecting a business site. 
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HOW TO USE PACE 

Use the objectives as a pretest. If a student 
is able to meet the objectives, ask him or 
her to read and respond to the assessment 
questions in the back of the ^module. 

Duplicate the glossary from the Resource 
Guide to use as a handout. 

Use the teaching outlines provided in the 
Instructor Guide for as? ; ^ance in focusing 
your teaching delivery The left side of 
each outline page lists objectives with the 
corresponding headings (margin questions) 
from the unit. Space is provided for you to 
add your own suggestions. Try to increase 
student involvement in as many ways as 
possibL to foster an interactive learning 
process. 

When your students are ready to do the 
Activities, assist them in selecting those 
that you feel would be the most beneficial 
to their growth in entrepreneurship. 

Assess your students on the unit content 
when they indicate they are ready. You 
may choose written or verbal assessments 
according to the situation. Model re- 
sponses are provided for each module of 
each unit. While these are suggested 
responses, others may be equally valid. 



TO THE EDUCATIONAL RESOURCES 
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Objectives 



Teaching Suggestions 



1. DETERMINE APPROPRIATE 
BUSINESS LOCATIONS 

How important is the right busi- 
ness location? 



IDENTIFY FACTORS TO BE 
CONSIDERED WHEN SELECT- 
ING BUSINESS SITES FOR 
SPECIFIC TYPES OF 
BUSINESSES 

What general factors should be 
considered when choosing a busi- 
ness location? 



What factors should you consider 
for specific types of businesses? 

3. DETERMINE ADVANTAGES 
AND DISADVANTAGES OF 
DIFFERENT TYPES OF 
BUSINESS LOCATIONS 

What are some advantages and 
disadvantages of business loca- 
tions? 



4. DETERMINE STEPS INVOLVED 
IN SELECTING A BUSINESS 
SITE 

What steps are involved in select- 
ing a business site? 



Lead an open discussion about the importance of business loca- 
tion. Have students offer their insights on the business success 
factors for retailers, wholesalers, service firms, and manufac- 
turers respectively. 



Use an overhead or chalkboard to list the general factors af- 
fecting business location decisions (economics, competition, 
population, layout, and transportation). A useful approach is to 
%st list success factors as perceived by students; next, the 
instructor may add other factors to complete the list 

Continue the above suggestion to list factors related to specific 
businesses (retail, wholesale, services, and manufacturing). 



This section is rich in new concepts. Encourage students to 
create a file using note cards to keep record of new definitions 
and terms. After students acquaint themselves with the new 
ideas, ask questions to outline advantages and disadvantages 
related to various business locations (e.g., shopping center, 
neighborhood malls, industrial parks, factory outlet malls, etc.). 



Invite a local entrepreneur who has recently started a business. 
Have him/her talk about his/her own experiences related to busi- 
ness location decisions. Next, have students compare what the 
guest speaker talked about with the steps presented in the text. 
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Objectives 



Teaching Suggestions 



What should be done to appraise a 
business location? 



What help is available for select- 
ing a location? 



Introduce the concepts of real estate appraisal, audit, physical 
inventory, condition of the inventory, price of the business, and 
sales agreement. Understanding these terms is far more impor- 
tant than memorizing them. A useful approach is to present the 
facts that characterize the sale of a business. Encourage students 
to use newly introduced concepts. 

Acquaint students with sources of help available for selecting a 
business site. Classify the sources into free and paid categories. 
Show what each category is comprised of (e.g., paid sourcesr— 
planning commissions, consultants, private corporations, etc.; 
free sources — The Statistical Abstract of the United States, 
County and City Data Book, the Small Business Administration 
Centers, etc.) 



MODEL ASSESSMENT RESPONSES 



1 . When analyzing potential locations, entrepreneurs consider railroads, highways, airports, local zoning regula- 
tions, proximity to suppliers and customers, etc. In addition to these issues, general factors characterizing 
a geographical area should be thoroughly assessed prior to making final decisions. These include econom- 
ics, population, competition, public transportation, and the physical layout of the site. 



2. Before selecting a business site, retailers should consider the following factors: (1) daily traffic volume, 
i.e., how many cars pass by the location, (2) compatibility and nearness to other businesses which draw cus- 
tomers, (3) parking facilities, (4) public transportation, and (5) local zoning regulations. 

Wholesalers are interested in choosing a business site close to retailers with an already established identity, 
in an area with a growing population. Closeness to highways, rail lines, and sometimes airports, as well 
as local utility services and zoning ordinances are all of importance. 

Service firms and retailers consider many of the same factors. However, proximity to potential and existing 
customers is a key issue. 

Manufacturers assess accessibility, transportation factors, community services, and potential growth in the 
area, such as labor supply and demand, population growth, income trends, closeness to purchasers and sup- 
pliers, zoning regulations, etc. when considering locations sites. 



3. Business clusters tend to form when general and specific factors are favorable to many firms. Some of 
these are specific factors, such as shared overhead costs, advertising, leasing, and land development. There 
are also general factors, such as population, growth potential, new major factories opened in the area, new 
government projects, etc. 
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Natural clusters appear to the benefit of variety of businesses. For example, a supermarket in a shopping 
center will serve as a destination store and thus attract customers for the other retailers in the immediate 
area. 

Planned clusters form to take advantage of shared costs in a shopping center, neighborhood center, industrial 
park, office complex, executive suites, etc. 



Five sources which provide expert help in making location decisions are: (1) The Statistical Abstract of 
the United States, (2) The Survey of Current Business, (3) The Small Business Assistance Centers (SBACs), 
(4) bankers, and (5) consultants. 

The Statistical Abstract of the United States publishes national annual demographic data on population and 
income. The Survey of Current Business publishes monthly sales data for various products and services, 
economic information and consumer buying habits data. The Small Business Administration offers a large 
variety of publications which are meant to guide entrepreneurs who make location decisions. Bankers offer 
financial information and advise on credit issues. Consultants, such as real estate developers, offer their 
experience and expertise to entrepreneurs seeking comprehensive paid services. 




Program for Acquiring 

Competence 

jptttrepreneurship 



Incorporates the needed competencies for creating and operating a small business at three levels of learning, with experiences and 
outcomes becoming progressively more advanced. 

Level 1 — Understanding the creation and operation of a business. 

Level 2 — Planning for a business in your future. 

Level 3 — Starting and managing your own business. 

Self-contained Student Modules include: specific objectives, questions supporting the objectives, complete content in form of answers 
to the questions, case studies, individual activities, group activities, module assessment references. Instructor Guides include the full text 
of each student module and lesson plans, instructional suggestions, and other resources. PACE,Third Edition, Resource Guide includes 
teaching strategics, references, glossary of terms, and a directory of cntrcprcncurship assistance organizations. 

For information on PACE or to order, contact the Publications Department at the 
Center on Education and Training for Employment, 1900 Kenny Road, Columbus. Ohio 432 10-1090 

(614) 292-4353, (800) 848-4815. 

Support for PACE, Third Edition provided in whole or in part by: 

International Consortium for Entrepreneurship Education The Coleman Foundation 



and 



International Enterprise Academy Center for Entrepreneurial Leadership Inc. 

Center on Education and Training for Employment Ewing Marion Kauffman Foundation 



The Ohio State University 
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BEFORE YOUR BEGIN . . . 

1. Consult the Resource Guide for instructions if this is your first PACE unit. 

2. Read What are the Objecti v es for this Unit on the following page. If you think 
you can meet these objectives now, consult your instructor. 

3. These objectives were met in Level 1: 

• Explain the importance of "place" in the marketing mix. 

• Identify factors that affect site choices. 

• Identify sources of help available for selecting a business site. 

4. Look for these business terms as you read this unit. If you need help with the 
meanings, ask your instructor for a copy of the PACE Glossary contained in the 
Resource Guide. 

Appraisal Location strategy 

Audit Open-air/enclosed malls 

Convenience goods Physical inventory 

Income level Revitalization 
Industrial base Shopping goods 

Investments Specialty goods 

Local ordinances Zoning laws 
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WHAT ARE THE OBJECTIVES FOR THIS UNIT? 

Upon completion of this unit you will be able to — 

• determine appropriate business locations, 

• identify factors to be considered when selecting business sites for specific 
types of businesses, 

• determine advantages and disadvantages of different types of business 
locations, and 

• determine steps involved in selecting a business site. 



WHAT IS THIS UNIT ABOUT? 

For retail and service-oriented businesses 
the importance of developing a thorough 
location strategy cannot be overstated. This 
business decision can ultimately determine 
the success or failure of a business. No 
matter what type of business you are consid- 
ering, an appropriate location will get you 
started on solid ground. 

The focus of this unit is planning the right 
business location. Topics include the impor- 
tance of the business location, general loca- 
tion factors, specific location factors, types 
of business locations, and assistance avail- 
able for site selection. 



HOW IMPORTANT IS THE 
RIGHT BUSINESS LOCATION? 

Depending on the type of business, location 
can be a major factor in determining the suc- 
cess of the enterprise. The sales volume of 
your business may be greatly affected by the 
location of the business. Some businesses 
must be located near their customers, while 
for others, it is important to attract customers 
to the business. A poor location means you 
must attract customers by means other than 
convenience. These include reducing prices, 
increasing promotions, or some other costly 
practice that may diminish profits. 

There are businesses for which location is 
important for other reasons. For example, 
mail-order clothing companies. They may 
seek a geographical location that offers tax 
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incentives to businesses to relocate to their 
state. Because of the nature of their busi- 
ness, they do not need to be physically close 
to their customers, but the incentives will 
improve the profit picture. 

When planning the location of your business, 
an important consideration is the nature of 
the business you will operate. Although 
there are general factors to be considered for 
locating any business, the importance of 
these factors varies with the type of business 
operation. 

Easy access and traffic patterns are very 
important for retail establishments. Cus- 
tomers should be able to reach these busi- 
nesses from major roads. Ample parking 
should be available. Even the different 
pedestrian traffic patterns within a shopping 
center are important to owners of retail 
businesses. 

Many studies of customer traffic patterns 
have been completed. Anyone planning a 
retail business should examine these studies. 
Patterns that contribute to the success of 
theaters, service stations, drugstores, and 
apparel shops — all vary in important ways. 

Different factors are of primary importance 
when selecting sites for wholesale establish- 
ments. Rail and truck carriers should have 
easy access. The wholesale establishment 
should be located near major highways or 
rail lines. Because of the nature of the 
facilities, equipment, and fixtures, the 
number of good sites is often limited by 
zoning laws and permits. 

Although being close to a shopping center 
has advantages for many service businesses, 
customers are likely to seek out and travel 
farther for a service. They will often go out 



of their way to visit a preferred dentist or a 
TV repair shop. However, even among ser- 
vice firms, differences exist in the relative 
importance of the factors to be considered in 
site locations. 

Manufacturing firms have the most restric- 
tive zoning limitations. If your business is 
classified as a manufacturing business, check 
into zoning laws, shipping facilities, avail- 
ability of appropriate buildings, distance 
from raw materials, and nearness to the 
potential market. All are important site 
considerations. 

Selecting the right site is of vital importance 
to the success of your business. The follow- 
ing information will help you rate available 
sites as you study them, and to compare 
these sites in terms of their suitability for 
your type of business. 

WHAT GENERAL FACTORS 
SHOULD BE CONSIDERED 
WHEN CHOOSING A 
BUSINESS LOCATION? 



As more and more businesses enter the 
market, entrepreneurs have an increasing 
need to support proposed facilities with a 
market analysis. Five general factors should 
be examined when choosing a business site: 
economics, population, competition, public 
transportation, and layout. The first four 
factors are the basic variables for a market 
analysis. Layout is becoming a major con- 
cern to entrepreneurs due to increased costs 
related to making changes in the physical 
design of the facility. 
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Economics. Basically, the analysis of the 
economic area assesses whether the market 
is able to support an additional business 
establishment In simple terms, the eco- 
nomic analysis of a geographic area estab- 
lishes whether there is sufficient demand in 
the local market to support a new business. 
Therefore, employment, income, and all 
retail/wholesale/service/manufacturing sales 
need to be investigated. 

• Employment is an important variable be- 
cause it determines the purchasing power 
of potential customers. The U.S. Census 
of Population provides data on employ- 
ment by industry, labor force, and unem- 
ployment rates. The Census data covers 
a long period of time, usually ten yeais. 
However, the local state employment 
security departments and the local plan- 
ning commissions update this informa- 
tion on a more frequent basis. 

• Income trends can be analyzed using the 
sources mentioned above. It is critical to 
interpret income data correctly. The 
average household size, the average in- 
come per capita (per person), and the 
average family income signal whether 
the area has enough buying power to 
support additional businesses. Often 
professional assistance is required to 
evaluate income trends. 

• Retail/wholesale/service/ manufacturing 
sales trends offer information regarding 
possible seasonal swings in the industry. 
Studying the major employers in the 
community will help the entrepreneur to 
understand that to *ome extent, their suc- 
cess is heavily dependant on the perfor- 
mance of major companies in the com- 
munity. The community effort put forth 
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to attract new businesses, is another 
factor business owners should consider. 
Data of sales by industry is provided by 
the U.S. Bureau of Census, Consumer 
Expenditure Survey and the U.S. Depart- 
ment of Labor, Bureau of Labor Statis- 
tics Monthly Labor Review, the Sales 
and Marketing Magazine and the Con- 
sumer Buying Power Review are addi- 
tional sources of information. 

Population* Population is an important 
variable in the market analysis. Entrepre- 
neurs should analyze past trends in popula- 
tion growth, concentration, origins, buying 
habits, tenure (i.e., whether a family owns or 
rents a home or an apartment), and other re- 
lated aspects. For example, business owners 
can determine if there is a market need for a 
new facility and where it should be located. 
The U.S. Census of Population offers data 
on past trends. Current estimates are pro- 
vided by planning commissions, as well as 
state and local agencies. However, entrepre- 
neurs will need to make their own popula- 
tion forecasts based on current and past 
trends, zoning regulations, and city or county 
plans for their own community. 

Competition- The type and number of com- 
petitors is another important factor when 
analyzing the market potential. The pre- 
sence of major retail centers, industrial 
parks, franchises, chain and department 
stores should be noted. An intense compe- 
tition in the area shows that new businesses 
will have to divide the market with existing 
businesses. Consequently, there will be 
businesses which will not survive in the long 
run. If you are not able to offer a better 
quality, competitively priced product, you 
might reconsider that particular location, 
Another critical aspect is the way buyers 
perceive the existing businesses, the quality 
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of the competitors' management, their size, 
and historical trends (i.e., how many busi- 
nesses have entered and exited the market 
and why). You should check with the cham- 
ber of commerce, local commission and zon- 
ing regulations about major planned develop- 
ments in the area. 

Public transportation. Before deciding 
whether a certain area is desirable for a 
business, public transportation should be 
evaluated. The presence of bus lines, sub- 
ways, or local trains helps draw customers to 
an area. In addition, major arteries passing 
by the location maximize access to the trade 
area. Public transportation is critical in 
overpopulated metropolitan areas where lack 
of parking creates major problems. 

Layout. Layout refers to the physical ar- 
rangement of a facility which allows work- 
ers, machinery, and equipment to operate 
efficiently. Manufacturing firms need a 
different type of layout than service firms. 
Before choosing a business site, entrepre- 
neurs should carefully consider costs related 
to changes in layout. If these costs are 
considerably high, you might need to consid- 
er another location. Many businesses choose 
to ask developers to build new facilities 
based on their own specifications. In this 
case, lease and purchase tetyns are of critical 
importance. The lease agreement assigns 
rights, duties, and responsibilities of both the 
owner and the tenant. Typically, lease 
agreements cover the duration of the lease, 
allowed uses of the property, restrictions on 
alterations and improvements to the property, 
the responsibility for maintenance and repair, 
and other conditions related to insurance, 
payment of expenses, renewal of the agree- 
ment provisions, etc. 



WHAT FACTORS SHOULD 
YOU CONSIDER FOR 
SPECIFIC TYPES OF 
BUSINESSES? 

Once you have studied the general factors 
and selected a geographic area or city, you 
must choose the actual business site. The 
specific considerations vary with the nature 
of the business, issues such as competition, 
traffic flow, transportation, parking, and zon- 
ing ordinances should be analyzed when 
planning the site of the business. The rela- 
tive importance of these factors depends on 
whether you are planning a retail establish- 
ment, manufacturing firm, wholesale busi- 
ness, or service business. 

Retail firms. The success of a retail store 
lies in its ability to attract customers. The 
store must be located close to where its po- 
tential customers travel. The type of goods 
you sell determines how close you should be 
to your customers. Stores that sell conveni- 
ence goods, such as candy and cigarettes, 
need to be located in high traffic areas. 
Businesses selling shopping goods, such as 
appliances and furniture, can be successful 
on secondary streets, since customers will 
make some effort to search them out. Spe- 
cialty goods, such as jewelry or health foods, 
can be sold by stores "off the beaten path," 
since consumers are often willing to travel 
for the right item. 

The nature of neighborhood stores is another 
planning consideration. Some stores will not 
draw enough customers alone, so they 
should locate near stores that draw similar 
customers. Some stores are incompatible as 
neighbors; one store's customers may drive 
away customers from another store. For 
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example, studies have shown that clothing 
stores and service stations are not compatible 
neighbors. 

Ideally, customers should face few problems 
in reaching a store. In planning the location, 
consider parking facilities, public transporta- 
tion, and the volume of traffic. Many entre- 
preneurs conduct a traffic analysis to deter- 
mine the number and type of persons travel- 
ing in a certain area of town. 

You should also consider factors such as 
zoning and other local ordinances, the cost 
of the site, and the general appearance of the 
area surrounding the site. 

Wholesale firms. These businesses sell 
merchandise to retailers or other wholesalers 
in the area. Prosperous retailers in the area, 
a growing population, and a broad economic 
base are positive factors. When planning for 
the specific site of the wholesale firm, con- 
sider closeness to major highways or rail 
lines. Local utility services and zoning 
ordinances should also be investigated. 

In many areas, an old established whole- 
saling district may meet the needs of the 
firm. Recently, many wholesalers have lo- 
cated on the outskirts of towns near major 
highways. 

Service firms. The location factors for a 
service firm are similar to those of a retail 
firm. Some services require the customer to 
be present, such as a dry cleaner. Other ser- 
vices are provided on the customer's prem- 
ise, such as pest control or janitorial ser- 
vices. A location near customers is most 
important for the first type of service firm. 
Others can operate anywhere with a phone 
and necessary storage. As a general prin- 
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ciple, business services should be located 
near their targeted customers. 

Manufacturing firms. Site location for 
small factories requires the analysis of many 
of the factors already discussed for other 
businesses. Access to the market, transpor- 
tation facilities, community services, and po- 
tential for expansion have been mentioned as 
factors to consider. Additional factors for 
small manufacturers include the quantity and 
quality of the labor supply, availability of 
raw materials, zoning regulations, and com- 
munity attitudes toward the business. 

A careful analysis of these factors is neces- 
sary for the selection of the proper factory 
site. The proper site will minimize many of 
the problems faced by small manufacturers. 

WHAT ARE SOME 
ADVANTAGES AND 
DISADVANTAGES OF 
BUSINESS LOCATIONS? 

Thi nk about the future of your business as 
you gather information on economics, popu- 
lation, transportation, competition, and phys- 
ical layout. Did you notice any industry or 
community development trends when re- 
viewing the data? Are these likely to 
continue? Once you know about develop- 
ment plans for the area, you can attempt to 
make forecasts regarding your own business. 

You will probably notice that businesses in 
your area tend to cluster together. This is 
natural, since many of the general factors, 
and some of the specific factors apply to 
many businesses. If a factor is favorable to 
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Advantages and Disadvantages of Clustered Shopping Districts 




one business, chances are that same factor is 
favorable to other businesses. 

Business clusters can be divided in two cate- 
gories: natural and planned clusters. Natur- 
al clusters tend to appear where already 
established businesses can benefit from a 
market already in place. For example, the 
presence of an all-purpose department store 
in a newly developed area has already estab- 
lished a market to take advantage of the 
traffic flow of customers attracted by the 
department store. Other retailers, such as 
dry cleaners, video stores, fast-food restaur- 
ants, or serv'ce stations will likely move 
nearby. 

Planned clusters form to take advantage of 
shared costs of operations, advertising, land 
development, maintenance, and leasing 
among many businesses. Examples of mod- 
ern planned clusters are industrial parks and 
factory outlet malls. 



Businesses will cluster into one of the 
following types of locations: 

• Central shopping districts 

• Neighborhood shopping areas 

• Shopping centers 

• Industrial parks 

• Factory outlet malls 

• Miniwarehouse malls 

• Office complexes 

• Business incubators 

• Executive suites 

• Home-based businesses 

Central shopping districts are the main 
shopping centers in the city or town. They 
are generally located on the main streets and 
often include several buildings. Government 
offices, banks, and similar types of institu- 
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tions provide a market for restaurants, 
theaters, service and retail businesses. 

The majo, advantage of this type of location 
is the drawing power of the numerous and 
large retailers, such as department and dis- 
count stores. Heavy pedestrian and automo- 
bile traffic make it a good location for stores 
selling convenience items. The advertising 
and sales promotions of the individual stores 
draw additional customers from a large trad- 
ing area. Recently, through urban renewal 
and revitalization projects, the downtown 
areas of many cities and towns have been 
made more attractive to small businesses. 

A major problem in many central shopping 
districts is the declining quality of life. High 
crime rates, vacant stores, and traffic conges- 
tion are unpleasant facts of life in many 
cities and towns. Another problem is raised 
by competing stores or malls which open in 
the vicinity of central shopping districts. 

Neighborhood shopping areas are scattered 
throughout cities and towns, along busy 
streets closest to residential areas. This kind 
of cluster includes small to medium-size re- 
tail and service stores. These locations are 
attractive to small business owners because 
of lower rents and operating costs. Addi- 
tionally, the personal contact with friends 
and neighbors creates repeat business. Fur- 
thermore, a well-balanced assortment of 
stores also tends to draw customers. The 
major drawback to these locations is that 
they generally attract customers from a small 
trading area of a five-miles radius. Conse- 
quently, these shopping areas will support 
only smaller stores. 

Shopping centers have grown with the in- 
creased use of the automobile. Shopping 
centers are usually located on the outskirts 



of a city or town, near a major highway. 
The three basic types of shopping centers are 
neighborhood, community, and regional. 

• Neighborhood shopping centers are de- 
signed to serve people living within a 
five-to-ten-minute drive from the shop- 
ping area. If the stores are aligned, these 
locations are often referred to as strip 
malls. A supermarket is often the largest 
store in the center. The other retailers 
offer a large variety of convenience 
goods or services. 

• Community shopping centers attract cus- 
tomers willing to drive 20 minutes or 
more to the shopping area. Most com- 
munity shopping centers are open-air, as 
opposed to enclosed malls. Usually, a 
major department store and/or a super- 
market will serve as the major customer 
traffic builder. In addition, other 
retailers offer a wide selection of 
shopping goods and specialty services. 

• Regional shopping centers are mixed-use 
facilities. Usually, these shopping 
centers are enclosed malls, and have two 
or more major department stores. Cus- 
tomers will often drive from areas lo- 
cated 40 minutes away, or even more. 
Chain stores, franchise outlets, banks, 
offices, clinics, movie theaters, ice cream 
parlors, and sometimes hotels are typical 
tenants of regional shopping centers. 

The major advantage of shopping centers is 
their ability to attract customers. This 
drawing power is enhanced by a planned 
tenant mix, pooled advertising, and pro- 
motion programs. In addition, ample park- 
ing is provided. Shopping centers attempt to 
create an attractive and appealing overall 
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atmosphere. Many centers sponsor promo- 
tional events, .such as new car shows, flower 
shows, and new product introduction events 
to attract potential customers. 

Shopping centers do have some disadvan- 
tages. The cost of space in a shopping 
center can be high. Also, tenants must give 
up some of their independence, since most 
stores are required to maintain uniform 
business hours. Moreover, tenants may be 
limited in their advertising and promotional 
programs to ensure they meet standards 
established by the shopping center decision- 
making authority. Center management can 
also increase maintenance fees without 
consulting with the tenant stores. 

Industrial parks. Industrial parks are to 
manufacturers and wholesalers what shop- 
ping centers are to retailers. Industrial 
developers provide the industrial firms with 
the location factors most sought after by 
these firms. Industrial parks are relatively 
new, planned locations. These parks are 
generally located on the outskirts of towns 
and cities. Major highways and/or rail lines 
are located close by, or run through the park, 
thus ensuring convenient shipping and re- 
ceiving. In addition, utility hookups for 
industrial use are also in place. 

Factory outlet malls include discount and 
outlet stores which carry traditional manu- 
facturer's products. Some factories have 
outlet stores on their own to market their 
merchandise. Manufacturers own these 
stores and make a special effort to avoid 
conflict with traditional retailers' products. 
These outlet malls are usually located 
outside of metropolitan areas. 

Miniwarehouse malls arc loosely planned 
centers that sell space to retailers, whole- 



salers, and light manufacturers that operate 
out of warehouse locations. This type of 
center does not usually have any kind of 
coordinated promotional, lease, maintenance 
program, or store mix. 

Office complexes. These are usually a 
series of offices located in one, or a series of 
buildings that extend vertically or horizon- 
tally. Office complexes provide space for all 
types of business services and some selected 
retailers. Examples of service providers are 
tax firms, small real estate companies, bank 
branches, medical offices, private employ- 
ment offices, and other temporary services. 

Business incubators are places where start- 
up businesses can develop and grow in a 
protected environment. These locations pro- 
vide lower rent and central services, such as 
telephone answering, secretarial, mailroom, 
and fax services. The main advantage of 
business incubators is that start-up overhead 
costs are very low. In addition, professional 
advisement is offered. As the business 
grows, there comes a time when the business 
must leave the incubator and operate on its 
own. The time spent in an incubator is 
usually limited to three years. 

Executive suites are buildings where manu- 
facturers' representatives and other business 
people in the distribution channel can main- 
tain an office. The advantages offered by 
executive suites are: an office address, 
telephone answering, a meeting place, fur- 
nishings, and other related office services. 
Executive suites are a place to "hang one's 
hat." They place business people one step 
above doing business out of the home. 

Home-based businesses. The number of 
business start-ups from the home are grow- 
ing in leaps and bounds. Doing business at 
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home can significantly reduce costs. In 
some cases there is no need to expand out of 
the home. At other times it is wise to do so. 
However, you should consider the home sit- 
uation, type of business costs, and needs be- 
fore deciding to start your business at your 
own home. In addition, you will have to 
check the zoning regulations in your com- 
munity to determine if you are allowed to do 
your business from home. 



I. Characteristics of the Economy 

• What types of industry exist in the 
area? 

Agriculture 

Manufacturing 

Wholesale 

Retail 

Other 



WHAT STEPS ARE INVOLVED 
IN SELECTING A BUSINESS 
SITE? 

Many factors must be reviewed when plan- 
ning a business location. An organized 
approach to this task is helpful. You may 
want to follow these steps — 

1. Select an area for consideration. 

2. Survey several promising sites within the 
area. 

3. Establish specific criteria for the site. 

4. Rate each site based on that criteria. 

5. Make your decision. 

As you take the first two steps, consider 
economic, population, and competition char- 
acteristics. Consider the nature of your 
business and the various types of business 
locations as you do the last two steps. 

You can develop a checklist similar to the 
one that follows. This will help you organ- 
ize your search. 



• What is the condition of the indus- 
trial base? 

Stable 

Growing 

Declining 

II. Characteristics of the Population 

• What income levels exist in the 
area? 

High 

Middle 

Low 

• Which age levels contain the most 
individuals? 

Preteenagers 
Teenagers 
Young Adults 
Adults 

Senior Citizens 

• Where do people live? 

Urban areas 
Suburban areas 
Rural areas 
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III. Characteristics of the Competition 

• How many competitors exist? 

Many 

Few 

None 

• Where do the competitors exist? 

Along the main streets 
Scattered throughout the area 
In shopping centers 

• What are types and numbers of 
competitors? 

National or regional firms 
Franchise operations 
Local operations 

IV. Nature of Your Business 

Retail 
Service 
Wholesale 
Manufacturing 

V. Specific Factors to Consider 

• Are you aware of local ordinances 
affecting your business? 

• Are you located near your custom- 
ers? 

• Are transportation facilities ade- 
quate? 

• Are neighboring businesses com- 
patible with yours? 



• What is the cost of the site? 

• Are municipal services available? 

• Is the labor supply adequate? 

• Does the location layout meet the 
needs of your business? 

• Do you have room to expand? 
VI. Types of Business Locations 

• Which of the following locations 
exist in your area? 

Central shopping district 
Neighborhood shopping area 
Major traffic routes 
Shopping centers 
Industrial parks 

• Are they appropriate for your type 
of business? 



WHAT SHOULD BE DONE 
TO APPRAISE A BUSINESS 
LOCATION? 



As a potential buyer, you must analyze the 
business carefully to determine its worth. 
Throughout your evaluation, you should con- 
sult experts, such as public accountants, 
bankers, lawyers, chamber of commerce per- 
sonnel, professional trade association advi- 
sors, and real estate specialists. They will 
provide you with objective answers to your 
questions. 
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One of the first questions you should try to 
answer is "Why does the seller want to 
sell?" Is it because of poor personal health, 
retirement, or decreasing sales? Sometimes 
people buy an existing business and find out 
a couple of years later that t^e seller opened 
a competing business at a better location. 
Consider the seller's answer thoughtfully. 
You want to be sure it is accurate. Talk 
with the local bankers, customers, suppliers, 
and possibly even competitors and employ- 
ees. Listen to what they say. Knowing the 
real reason for selling will help you decide 
whether or not to buy. 

Another major concern when evaluating the 
business is determining its profit potential. 
When analyzing profit information, ask three 
questions: 

• What are the profit trends of the busi- 
ness? 

• Are the profits similar to other busi- 
nesses in the same industry? 

• If profits are low, is it realistic to believe 
they can be increased with your leader- 
ship? 

Other questions that need to be answered are 
these: 

• If the seller has an exclusive selling 
agreement with a supplier, can it be 
transferred to you? 

• Does the business have a good reputation 
with its customers? 



• Are there special licenses required 
because of change in ownership? 

• What is the initial amount of money 
needed to get into this business, in- 
cluding purchase price, working capital, 
money for repairs, and purchase of new 
stock? 

Before you decide to buy a firm, arrange for 
an audit of the seller's records and financial 
statements. Use a reliable accounting firm. 
In addition to the current audit report, you 
will want to have information on past sales 
and profit figures. This type of information 
is available in the seller's tax returns. Be- 
ware of a seller who is not willing to share 
the information needed to conduct a com- 
plete audit A serious seller should be 
willing to comply with an audit. 

It is also wise to have an expert appraisal of 
the equipment, building, fixtures, and other 
fixed assets to determine their current worth. 
This requires a physical inventory. 

You will also need to study the condition of 
the inventory. You must determine how 
much of the stock can be sold, whether the 
inventory is balanced (i.e., Is there too much 
of one item?) and how much of a loss you 
will take by getting rid of unsatisfactory 
items. 

Finally, you and the seller must agree upon 
the price for the business. Since the seller 
has an emotional investment, as well as a fi- 
nancial investment, the selling price may be 
higher than the fair market price. Therefore, 
before you make your final decision, be sure 
to have an accountant determine the net 
worth of the business. The sales agreement 
or contract should be drawn up by a lawyer. 
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Do not attempt to do these activities yourself 
unless you are an expert accountant or at- 
torney. This way, you may avoid any future 
headaches and mistakes. 



WHAT HELP IS 
AVAILABLE FOR 
SELECTING A 
LOCATION? 

Your business location should be a result of 
study and planning, not a hunch. Selecting 
the correct site is complicated and requires 
studying many factors. These factors relate 
to the type of business to be established, 
customers to be served, and types of goods 
and services to be sold. Therefore, conduct- 
ing a thorough market study is very impor- 
tant. This study does not need to be sophis- 
ticated, but it must be done carefully. In 
addition to conducting your own research, a 
great deal of free or inexpensive data is 
available. Many organizations are willing to 
assist in conducting the study. 

A first step in conducting research for plan- 
ning a business location is to gather appro- 
priate data. Many sources of free and inex- 
pensive data are available to an owner of a 
small business that will make it possible to 
conduct a preliminary feasibility study. The 
government is also a valuable source of in- 
formation that publishes the following items: 

• Statistical Abstract of the United States. 
This annual publication includes national 
demographic data on such items as popu- 
lation and income. 



• County and City Data Book, Data for 
any city or county with a population 
over 25,000 is included in this source. 
Also included in this book is information 
concerning the number of businesses, 
number of families, number of multi- 
family and single-family housing units, 
and average income information. 

• The Survey of Current Business. This 
useful monthly publication includes sales 
volume for various products and ser- 
vices, economic information (including 
unemployment data), and articles on sub- 
jects such as changes in consumer buy- 
ing habits, 

• An additional source of information is 
provided by the Survey of Buying Power, 
published yearly by Sales and Marketing 
Management magazine. This survey 
prints data on individual and family pur- 
chasing power for specific metropolitan 
areas of the United States. 

Once a preliminary study has been conduct- 
ed, additional information and assistance can 
be obtained from a variety of organizations. 
Some organizations will have economic sur- 
vey results and other data, such as traffic 
counts collected locally. Some agencies will 
help you conduct your study or will provide 
guidance, or even do some of the collection 
and analysis of the information. Contact the 
following agencies to obtain their services: 

• Small Business Administration 

• National or local Chamber of Commerce 
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• Trade associations such as the National 
Retail Merchants Association 

• Planning commissions 

• Manufacturers and wholesalers 



Planning the location of a business requires 
reviewing many factors. Information and 
assistance for planning a business location is 
abundant. An entrepreneur should use these 
resources in a planned, methodical way. The 
business location decision is important. For 
many, the opportunity only comes once. 



• Neighboring businesses 



• Bankers 



# Consultants 



• Real estate developers 



• Local colleges 

Once you have gathered your data, the actual 
site selection process can begin. The entre- 
preneur can conduct the study or employ 
professionals. Many area development 
groups provide their services free of charge. 
These groups are generally one of three 
types: government sponsored, civic organi- 
zations, or private corporations. The 
services provided include — 

• information such as wage and tax rates; 

• contacts with influential and knowledge- 
able people; 

• financial assistance arrangements for 
loans, grants, and investments; and/or 



projections of economic potential. 
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ACTIVITIES 

The following activities are designed to help 
you apply what you have learned in this 
unit. 

INDIVIDUAL ACTIVITIES 
A. 

A first step in planning a business location 
involves a study of the economic, popula- 
tion, and competitive characteristics of a 
geographic area. Compile a list of specific 
questions to be answered or information 
needed for each of the major factors in lo- 
cating a small business of your choice. Visit 
a library located within the geographic area 
under consideration and obtain as much in- 
formation as possible concerning the items 
on your list. Feel free to add new questions 
to the list as you conduct your research. 
Prepare a final list of the items and their 
answers to use as a planning tool. 

B. 

A second step in planning a business loca- 
tion is analyzing the factors concerning the 
selection of a specific business site. Visit at 
least two real estate agencies or an economic 
development agency, and compile a list of 
factors they consider when selecting loca- 
tions for the type of small business you are 
planning. Select a local business and, 
through observation, interviews, and library 
research, evaluate its location for each of the 



factors identified by the real estate or 
economic development agency. 

GROUP ACTIVITIES 
A. 

Work in teams of four to six. Using the 
"Real Estate" section of your local news- 
paper choose a site for a fictitious business. 
Try to find out as much as you can about 
the site history. Be creative when doing 
your information gathering. Then, compile 
a list of factors that make this location x at- 
tractive, as well as reasons it may be unat- 
tractive for your specific business. 

B. 

The instructor should divide the class into 
groups of four to six students. Each group 
is assigned a particular area in the home 
town and a particular type of retail/service 
business (e.g., grocery store, fast-food 
restaurant, dry-cleaner, gas station, car repair 
shop, etc.). Groups are supposed to explore 
sources of data presented in the text to as- 
sess whether the market can support an addi- 
tional business in the area. The analysis will 
include economics, population, competition, 
public transportation, and physical layout 
factors. 
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CASE STUDY 



Sara Toney has been operating a catalog 
sales store affiliated with a large national 
department store. During the first two years 
she has been in the business, sales have 
increased every month due to effective pro- 
motions and an emphasis on customer 
service. 

The most profitable sales are the large home 
appliances, like washers and dryers, refrig- 
erators, and electric ranges, all of which are 
delivered and set up free of charge. The in- 
creased sales of large appliances have caused 
space problems due to display and storage 
requirements. Several of the appliances in 
storage and on the display floor have been 
damaged due to the crowded conditions. 

The store is leased at very reasonable terms, 
is located close to the intersection of two 
main streets in the center of town, and has 
ample parking. The layout of the store is 
long and narrow, with the narrow front of 
the store facing a main road. This narrow 
front severely limits the amount of window 
display and promotion area. 



The central shopping district of the town has 
been undergoing changes in the past few 
years. Some old established businesses have 
gone out of business or sold out. Several 
new businesses have been started, but are 
struggling to make it. Two new national 
retailers — a drug store and a general mer- 
chandise store — have opened and seem to be 
doing well. . 

Sara has been approached by a local real 
estate developer to become a tenant in a 
shopping center under construction two 
miles outside of town. The shopping center 
is being located at the intersection of the 
main north-south route through town and a 
soon-to-be completed four lane highway. 
The major tenant in the center will be a 
store in a regional grocery chain. Ten other 
establishments will be located in the shop- 
ping center, none of which is an appliance 
store. The tenant space the developer has 
selected would double the space of Sara's 
current store, but the rent would be four 
times her current lease payments. Sara has 
asked you for advice on evaluating the new 
location. 



DISCUSSION QUESTIONS 

1. What questions should Sara ask the developer? 

2. What factors should Sara consider in evaluating the move? 

3. Where can Sara get information that will help her make a decision? 

4. Under what conditions would you advise Sara to make the move? 
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ASSESSMENT 



Read the following questions to check your knowledge of the topics presented in this unit. 
When you feel prepared, ask your instructor to assess your competency on them. 

1. Identify the general factors that should be considered when analyzing potential locations for 
a business. 

2. Identify and explain the factors that should be considered when selecting sites for the 
following types of firms: 

• retail 

• wholesale 

• service 

• manufacturing 

3. Explain the process of developing natural and planned business clusters and give examples 
of each. 



4. 



List five sources of assistance or information available to help small business owners plan 
site locations. Describe the type of assistance from each source. 
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Units on the above entrepreneurship topics are available at the following levels: 

* Level 1 helps you understand the creation and operation of a business 

* Level 2 prepares you to plan for a business in your future 

* Level 3 guides you in starting and managing your own business 
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